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SUBJECT: AB 3086 C ean-up/ Alinony Ded./Excess SDI/Federal Adjs./AMI Depr./Tech
Credit Repeal Language/LARZ NOL/Voly Con/AB 2797 & 2798 C ean-up

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of bill as amended July 1, 1998..

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED March 3, 1998, AND AS AMENDED April 13,
1998, and July 1, 1998, STILL APPLY.

X OTHER - See comments bel ow.

SUMVARY OF BILL

1. darify the Unenploynent |nsurance Code (U C) requirenent anmended by AB 3086
(Stats. 1994, Ch. 1049) regardi ng which anmounts nust be included in the
Report of Wages by specifically including amounts w thheld from pensions,
annui ties, and other forns of deferred conpensation

2. Provide that nonresidents prorate the deduction for alinony paynents in the
same manner as the nonresident tax is prorated.

3. Retain the programto refund excess state disability insurance through the
tax return while ensuring that taxpayers who fail to claimthe credit on
their return still would be identified as quickly as possible to receive a
refund of their excess contributions.

4. Make several changes relating to federal adjustnments regarding defining the
final federal determ nation date and requirements for taxpayers to notify the
department of any federal changes to their tax return

5. Make a technical correction to the alternative mninumtax (AMI) provisions
to refer to the depreciation provisions under the Bank and Corporation Tax
Law (B&CTL) rather than those under the Internal Revenue Code (IRC).

6. Make nonsubstantive technical changes to various credits by elimnating
redundant | anguage regardi ng the carryover of repealed or I noperative
credits.

7. Correct a chaptering error by reinstating the Decenber 1, 1998, sunset date
of the Los Angeles Revitalization Zone (LARZ) net operating |loss (NOL) as
enacted by AB 18 (Stats. 1993, Ch. 18).

8. Cear up inconsistencies regarding voluntary contribution funds and del ete
redundant and unnecessary | anguage.

9. (Cdean up technical issues nmade necessary by the enactnent of AB 2797 (Stats.
1998, Ch. 322) and AB 2798 (Stats. 1998, Ch. 323).
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This bill also would provide | anguage to double-join this bill to AB 3 and woul d
make changes to cigarette stanp procedures. These issues are not discussed in
this anal ysis because (1) the double-joining issue is purely technical and (2)
the cigarette stanp programis not adnmi nistered by the departnent.

SUMVARY OF AMENDMENT

The July 30, 1998, anendnents added the |anguage, identified as #8 above,
relating to voluntary contributions.

The August 25, 1998, anendnents added the provisions identified as #9 above,
relating to AB 2797 and AB 2798 cl ean-up and added the | anguage to doubl e-join
this bill to AB 3 and the | anguage regarding cigarette stanp procedures.

I ssues #8 and #9 will be discussed separately in this analysis. The discussion
of item#1 above in the departnent's analysis of the bill as introduced still
applies, the discussion of itens #2, #3, and #4 in the departnment's anal ysis of
the bill as anmended April 13, 1998, still applies, and the discussion of itens
#5, #6, and #7 in the departnment's analysis of the bill as amended July 1, 1998,
still applies.

| SSUE #8: VOLUNTARY CONTRI BUTI ON

EFFECTI VE DATE

This provision would apply to taxabl e years begi nning on or after January 1,
1998.

LEG SLATI VE H STORY

AB 2955 (Ch. 960, Stats. 1996), AB 1350 (Ch. 1221, Stats. 1993)

SPECI FI C FI NDI NGS

Exi sting state | aw all ows taxpayers to designate contributions to ten voluntary
contribution funds on their 1997 individual state inconme tax returns filed in
1998. The Adm nistration of Franchise and Inconme Tax Law (AFITL) requires the
department to collect the contributions and notify the Controller’'s Ofice of the
amounts to transfer into the individual fund accounts.

Except for the California Seniors Special Fund, existing state |aw requires that,
in the event that paynments and credits reported on the return do not exceed the
individual’s tax liability, the return is treated as if no designation has been
made.

Except for the California Seniors Special Fund and the California Mexican
American Veterans’ Menorial Beautification and Enhancenent Account, existing
state law requires that contributions with no specified designee be transferred
to the General Fund.

Except for the California Seniors Special Fund, existing state |aw requires that
if contributions are made to nore than one account and insufficient noneys exi st
for each designated contribution, the noneys would be prorated anong those

desi gnat ed funds.
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The State Children’s Trust Fund, the California Fund for Senior Ctizens and the
Fi sh and Gane Preservation Fund require the individual be notified in cases where
1) no designee is identified; 2) the contribution amount is transferred to the
CGeneral Fund; and 3) the discrepancy between the anmount actually avail able for
desi gnation and the anmount designated exceeds $10.

Because of the inconsistencies between the various voluntary contribution funds,
occasional ly, the departnent nust refund the total designation anmount to the
t axpayer.

Exi sting state | aw all ows taxpayers to designate contributions to the California
Mexi can Anmerican Veterans' Menorial Beautification and Enhancenent Account
("Account"). However, the designation check-off may appear on the tax return for
contribution only after the Veterans' Menorial Comm ssion has notified the
department in witing that the Veterans' Menorial is conpletely constructed. |If
the Veterans' Menorial is conpleted and the Veterans' Menorial Conmm ssion
notifies the department prior to Septenber 1 of any taxable year, the designation
check-of f would first appear for contribution on the tax return filed for the

t axabl e year beginning on or after January 1 of the year of conpletion. If the
department is notified after Septenber 1, the designation check-off would first
appear on the tax return filed for the taxable year begi nning on January 1 of the
following year. The designation check-off would remain on the tax return unti
the fifth taxable year following the notification

This bill would create a general provision under the Adm nistration of Franchise
and I ncome Tax Laws directing that 1) voluntary contributions with no specified
desi gnee be transferred to the General Fund; and 2) when nore than one voluntary
contribution is designated and insufficient noneys exist to satisfy the total
anount desi gnated, the anmpbunt woul d be all ocated anong the designees on a pro
rata basis. This bill would delete | anguage in those voluntary contribution
funds that woul d becone redundant and unnecessary as a result of the genera
provision created by this bill

This bill would replace the requirenment that the Veterans' Menorial Conm ssion
notify the departnment that the Veterans' Menorial is "conpletely constructed"
with the requirenment of notification that the "constructi on has comenced. "
Further, the notification could be received by the departnent at any tinme during
the year the construction conmences and the designation for the California

Mexi can Anerican Veterans' Menorial Beautification and Enhancenent Account woul d
first appear on the tax return for the taxable year beginning on or after January
1 of that year. These changes would allow the department to place the Mxican
Ameri can Veterans' Fund on the 1998 tax return even though construction of the
Veterans Menorial will not be conplete until after Septenmber 1, 1998.

Pol i cy Consi derations

This bill would establish a general provision ensuring that all current and
future voluntary contribution funds would be adm nistered in the same
manner, unl ess ot herw se specified.

The Veterans' Menorial Fund has been repealed fromthe | aw and did not
appear on the 1997 tax return. This bill would allow the Mexican Amrerican
Veterans' Fund to appear on the 1998 tax return, rather than being del ayed
to the 1999 tax return.
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| npl ement ati on Consi deration

Procedural, schedule, and instruction changes could be incorporated during
the departnment’s normal annual update.

FI SCAL | MPACT

Depart nental Costs

This provision would not significantly inpact the department’s costs.

Tax Revenue Esti mate

Based on information and assunptions di scussed bel ow, revenue | osses from
the changes to the California Mexican Anerican Veterans' Menori al
Beautificati on and Enhancenent Account provisions are estimated to be
insignificant, |ess than $20, 000 per year.

Tax Revenue Di scussi on

According to departnent data, the total amount of voluntary contributions
for all funds was nearly $2.5 mllion in fiscal year 1996/97 with an average
of nearly $200, 000 per existing fund.

Assum ng the average | evel of contributions to the California Mexican
American Veterans' Menorial Beautification and Enhancenent Account (with no
reductions for other contributions normally reported), revenue | osses from
al | oned deducti ons woul d be on the order of $16,000 per year by applying an
8% average margi nal tax rate.

| SSUE #9: AB 2797 and AB 2798 CLEAN- UP

SPECI FI C FI NDI NGS

This bill would make the follow ng technical clean-up changes nade necessary by
t he enactnent of AB 2797 (Stats. 1998, Ch. 322) and AB 2798 (Stats. 1998, Ch.
323).

1. AB 2798, as enacted, nodified the apportionment fornula for all other economc
devel opnent area tax incentives, including the LAVMBRA net operating |oss, but
i nadvertently left out the nodifications for the apportionnent forrmula for the
LAMBRA tax credits. This provision would nmake the appropriate apportionnent
formul a changes to the LAVBRA credits.

2. Make a technical correction to the mnimum franchi se tax provisions contai ned
in AB 2798 by clarifying the type of corporation that would be included in the
definition of "qualified new corporation.”

3. Make a technical correction to the Schol arshare provision contained in AB 2797
by adding the words "and this part."”

4. Make a technical correction to the net operating | oss provision contained in
AB 2797 by renpving the unnecessary reference to "or partnership” and renoving
the word "either."
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5. Make a technical correction to the life insurance prem uns provision contained

in

AB 2797 by replacing the word "of" with "or" in the |last subdivision

6. Make a technical correction to the enterprise zone sales or use tax credit to
change “either a bank or corporation” to be “a corporation” since banks are
included in the definition of corporation

Pol i cy Consi deration

These cl ean-up provisions would aid the adm nistration of the | aw by
sinmplifying reporting requirenments for LAVBRA taxpayers and alleviating any
potential confusion that nmay result fromthese technical issues.

| npl ement ati on Consi derati ons

I npl ementing this provision would not affect the departnent’s prograns and
operati ons.

FI SCAL | MPACT

Depart nental Costs

No departmental costs are associated with this provision

Tax Revenue Esti mate

The tax revenue inpact of nodifying the apportionnent forrmula for the LAVMBRA
tax credits was included in the analysis for AB 2798. The other provisions
woul d not inpact the state’s inconme tax revenue.



